•
The evidence on job retention and creation is mixed and mostly ambiguous. Although many companies do not meet their agreed-upon job targets in absolute terms, the evidence suggests that companies receiving subsidies outperform their respective industries in terms of employment growth, that is, they grow more, or decline less.
• Their above-average performance may, however, simply reflect the fact that the Economic Development Corporation selects economically promising companies within manufacturing (or other industries) when granting incentives. At the same time, it is also possible that receiving incentives helps these companies to become stronger.
• A trend toward larger incentive packages is apparent. While the average incentive package (current nominal prices) totaled $15.3 million dollars in 1997, it climbed to $28.6 million in 2003.
• During the same period, average job retention targets per incentive deal remained stable, but the average number of jobs to be created increased from 97 jobs per case in 1997 to 245 in 2003. This trend probably reflects both increasing size of incentives packages and a conscious intent, particularly during the Bloomberg administration, to shift the program's focus from retaining jobs to creating new ones.
• Some industries clearly obtained a disproportionate share of the incentives. Transportation, Communications, and Public Utilities (TCPU) and Finance, Insurance, and Real Estate (FIRE) account for 70 percent of the incentives but only 23 percent of employment in New York City.
• Closer examination of the four-digit industry groups within these broader categories reveals that firms in industry groups 48 (Communications) and 62 (Security and Commodity Brokers, Dealers, Exchanges, and Services) received most of these incentives.
• Since 1997, particularly after the Bloomberg administration took office in 2001, the share flowing to the securities industry declined, while that of manufacturing companies more than doubled.
• Lease and straight lease mechanisms increased dramatically in recent years. Overall, IDA (a collective term for a number of programs administered by the Industrial Development Agency) and lease/straight lease account for most of the incentives.
• Looking at aggregate job figures, those companies whose incentive agreements closed between 1995 and 1998 had largely fulfilled their targets in 2003, while companies whose agreements closed after 1998 did not reach the aggregate job retention targets except in 2003. In other words, companies with older agreement were better able to fulfill the job requirements than companies with more recent deals.
• Despite the downward trend in the manufacturing sector as a whole, industrial firms receiving incentives showed a net job expansion. All other industry divisions also have positive annual job creation, although it is not possible to determine whether the final job creation targets will be met.
• The share of businesses that are in compliance with job targets declined steadily from 1996 through 2003. A number of caveats must be kept in mind when interpreting this remarkable trend. First, the quality of reporting under Local Law 69 clearly evolved over this period, becoming more stringent. The latter figures thus reflect 'truer' values. Another potential problem is the difference in numbers of cases reporting data from year to year, a factor that affects the entire data set.
• Mapping of where incentive-receiving companies are located reveals that they are heavily concentrated in Downtown and Midtown Manhattan and a few other locations. While some residents of lower-income neighborhoods might benefit from the help given to these firms because they commute into these areas, they might benefit more if the city granted incentives to firms located near their neighborhoods.
• If job growth is the primary goal, the performance of economic development incentives over the past seven years did not produce that outcome. If, on the other hand, the goal was to increase the competitiveness of some firms by reducing their tax burden, there is more evidence they have done so, though the firms selected to receive these benefits may already have enjoyed efficiency advantages over their competitors. This limited result also needs to be compared to alternative ways to deploy the resources used for discretionary incentives, such as improving infrastructure or providing more training to the workforce.
• Without compromising the confidentiality of individual companies, the city should develop a more transparent and bettervalidated reporting system so that it can undertake a more precise firm-level analysis of the impact of economic development incentives.
At a time when cities are competing fiercely with one another to attract or retain jobs within a globalizing economy, city governments are providing an array of financial incentives to stimulate job growth and retain existing jobs, particularly in high cost locations. Despite the many different ways these incentive programs are carried out, they generally fall into two broad categories. First, cities can help defray the cost of a specific capital investment, for instance by providing help with land acquisition, construction costs, or the cost of business equipment. They devise these discrete monetary incentives either to attract a company from outside of a city's jurisdiction or to support the relocation or modernization of a company within the city. Second, a city can disburse incentives continuously over a long period to reduce the general cost of doing business within its boundaries. This second category of incentives,which may or may not be restricted to a designated zone,includes tax abatements, such as reduced or waived property and commercial rent taxes, expedited or simplified regulatory requirements, accelerated depreciation benefits, employee tax credits, workforce training, the provision of infrastructure, or low interest or tax-exempt loans.
The use of these incentives has become so widespread that corporations, real estate developers, and manufacturers routinely approach city governments to ask for them. In some cases, they say they might move their planned investment to a competing location with lower operating costs and/or more attractive incentive packages. In areas facing efforts by other locations to attract away their economic base, such as New York City, it has become common to offer economic development incentives to counter such
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packages. The City typically targets them at large corporations with many employees and negotiates them on a case-by-case basis with few preset standards or regulations (so-called discretionary incentives). In exchange for the incentive package, the company typically agrees to maintain a certain level of jobs at its facilities in New York City or create a specified number of new jobs. In New York City, the packages offered by the Industrial Development Agency (IDA) include tax exempt financing coordinated with property tax reductions and other tax relief. These packages are typically set up as monetary benefits (tax abatements etc) flowing continuously over a fixed period (five to 30 years depending on the terms of the individual deal). Such packages have received widespread criticism both in academic studies and media reports. The next section will outline the most important arguments for and against monetary incentives as a local economic development tool and reviews previous studies on the efficiency of transferring public funds to private businesses for this purpose.
Since IDA's incentive packages typically have a nominal value of several million dollars, the City should carefully consider whether their potential benefits outweigh those of alternative investments. At a time of great stress on public funds, local governments must regularly provide an accurate and transparent account of the direct and indirect employment and public revenue benefits to justify forgoing millions of dollars of revenues that might fund infrastructure, workforce training, or other purposes. In spite of being legally required to do so, local reporting in New York City has been found to have a number of practical and methodological problems (IBO 2001 , Good Jobs New York 2004 . In response to demands for more transparency and accountability, EDC has recently made more specific data available on its economic development incentive packages. This report uses that data to provide the first systematic and comprehensive analysis of economic development incentives in New York City over the last fifteen years.
The first section of this report reviews studies that evaluate the concept of economic development incentives. The second section describes the newly available EDC data, how other complementary data sources can be used to evaluate that data, and the methodology to be employed in this evaluation. The third section presents the results of the analysis, while the fourth section discusses some of its implications. The conclusion suggests ways to make the monitoring system more transparent and provides directions for future research. Definitions of incentive programs operated by New York City and a discussion of the data used in the study are contained in the appendix.
REVIEW OF EXISTING STUDIES
The economic literature provides no consensus on the efficiency of local economic development incentives. Opponents of providing such incentives argue that they mainly benefit corporations that do not need financial assistance, that the benefits do not outweigh returns that would be derived from investing foregone taxes in creating generally more attractive economic conditions, and that the decision-making process on incentive-packages generally lacks transparency. This position assumes that many or most private investments would have been undertaken even in the absence of incentives.) In addition, critics point out that incentive-receiving companies sometimes
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do not meet the projected job figures that are part of their agreement, but rarely face penalties for falling short.
Critics also contend that the proliferation of economic development incentives has contributed to the shift from corporate taxes towards higher taxation of individual incomes. Leroy (1995) The main argument in favor of economic development incentives, however, is derived from export-base theory, which holds that incentives will generate a multiplier effect for local service industries by helping export-oriented industries to increase their revenues and jobs. This multiplier effect arises because exporting firms have local suppliers and, most importantly, their workers are local consumers who spend part of their income in the incentive-granting jurisdiction. This argument assumes, however, that workers spend a significant portion of their incomes locally, which normally requires that they live within the city that grants the incentives. It also assumes that export sectors would not invest in new facilities except for the granting of the incentives.
Glaeser (1999) argues that place-based business incentives do not reduce local poverty and unemployment since incoming developers and companies capture most of the benefits; they in turn drive up rents, which is detrimental to local residents and small
Page 8 businesses already there. Studies on tax abatements (Ladd 1998 , Tannenwald 1996 have found that they have a significant effect on firms' location decisions within a city or region but little or none at the interregional level. Bartik's study (1991) also finds that tax differences within metropolitan areas have more impact on corporate location decisions than differences between metropolitan areas. Implicit in these findings is the notion that firms can respond to marginal differences in rent within a region because the transaction costs of moving are relatively low, but they are much less likely to respond to interregional differentials because the transaction costs and other costs of moving from one region to another are substantially higher. The findings also suggest that locations across various regions are not close substitutes for each other and therefore do not form a single "locational market." Examining the Nebraska tax incentive program with a multivariate regression framework, Goss and Phillips (1999) found, however, that the incentives have a significant and positive impact on employment, but only in lowunemployment counties. They did not find a statistically significant impact for counties with above-average unemployment rates and conclude that the tax incentive program potentially exacerbates disparities in economic performance across counties. Rubin (1990) finds that the benefits (job creation, economic activity) outweighed the initial costs of providing the subsidies. Fainstein and Stokes (1998) and the methodology for calculating the economic benefits of incentive packages.
These studies found that Annual Report on Tax Expenditures and the Local Law 69 reports issued by the City both provided inadequate information for assessing the impact and opportunity costs of economic development incentives. Moreover, the City has not commissioned any independent studies to examine the adequacy and accuracy of the input-output model that the Economic Development Corporation uses to calculate the costs and benefits of individual deals. In particular, no analysis has been undertaken to gauge their effects on the different population groups and neighborhoods in the city.
In sum, these empirical studies do not consistently support the conclusion that subsidizing individual firms produces positive net effects, though some individual deals may have done so. They are more consistent in suggesting that any jobs created have a high cost in incentives. Some economic development experts argue that it is not possible to reach an overall finding about their efficacy because incentives take such varied forms, involve such a large constellation of interests, and are implemented in such different circumstances (Weber 2004) . Instead, they argue that we must assess the cost-benefit ratio, level of uncertainty, and bargaining leverage of each case individually.
OVERVIEW OF LOCAL INCENTIVE PROGRAMS IN NEW YORK CITY
A basic distinction can be made when categorizing economic development incentives between as-of-right and discretionary incentives. The latter are granted to an individual
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company by a local government institution on a case-by-case basis, while the former denotes incentives to which a company is entitled by fulfilling certain predefined criteria such as being located in a designated area and/or pertaining to a specific size or industry group. This study focuses on discretionary incentives to the extent that these incentives can be distinguished from as-of-right incentives in the empirical data. The following categories of local incentive programs are currently in use in New York City.
Industrial Development Revenue Bonds (IDRBs) or IDA Bonds are tax-exempt debt obligations issued by a local government body on behalf of a private business,typically in the manufacturing sector,for acquiring or constructing capital facilities. IDRBs can be compared to regular note or mortgage financing. The resulting facilities provide security for the bonds, but the financial institution may also require additional guarantees and collateral before it will agree to purchase the IDRBs. The interest they receive is tax free, so they are willing to accept a lower interest rate than regular financing would require. Although the public agency issues the bonds, it does not actually lend the money to the developer. The developer negotiates the terms and conditions of the loan with the lender independently of the agency. It remains the sole responsibility of the developer to repay the bonds and the public agency issues no guarantees to alleviate the financial risk of the loan. In general, IDA bonds are attractive for private lenders because the interest earned is not subject to federal or state taxation.
Additionally, the IDA operates incentive programs based on Lease and Straight Lease stipulates that EDC present an annual report to the City Council containing _ data describing the last seven years of economic development incentive projects;
_ a calculation of the specific amount that the City provided to each business _ an estimate of the amount of retained or additional tax revenues each project generated.
Despite this requirement, the IDA has not previously provided readily accessible data that could be analyzed by outside observers. Due to continuous pressure by non-profit watchdog organizations, however, the EDC decided to make electronic versions of the data selectively available in at least one case. This dataset which contains information derived from the reports for the years 1997 through 2003 in spreadsheet format forms the basis of our analysis. Besides data on the respective years, the spreadsheets also contain information on earlier incentive deals that were still active in 1997. This study links each of these annual reports into a panel data set that permits us to undertake the first systematic and comprehensive analysis of economic development incentives in New York City over the last decade.
This data set contains information on the company name, location, and industry of each project, the targeted number of jobs to be retained and/or created, and the To supplement the analysis of employment data reported to EDC under Local Law 69, we linked it not only to the zip-code level ES-202 data, but to county-level and citywide County Business Pattern data provided by Economy.com. This step was necessary not only to provide an overall check on the reliability of job numbers reported to EDC, but to provide a way of interpolating missing data.
Since not every case in the data set has the same number of annual observations, aggregating the dollar amounts of incentives or the numbers of reported jobs may distort the time series analysis. We can mitigate this effect by
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including only those cases with valid information for all the years analyzed. The downside to this approach, however, is that it significantly reduces the data set because many cases have missing values for some years. Nesting the firm level data within the universe of firms in its SIC and zip code provides a broader and more consistent data series against which to compare the reported data in the time series analysis. The borough and city totals, from yet another data source, provides a reliability check on these series. We describe these data sets in more detail in the appendix. Looking at Local Law 69 data over time reveals that the use of economic development incentives has increased both in terms of firms receiving them and
RESULTS

New York City is among the largest donors of economic development incentives in the
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Page 17 their total value. As discussed, LL69 requires EDC to report job totals over an eight-year period (base year plus seven years). Table 1 includes bond amounts and interest-free loans which have to be repaid by the company. While the actual incentive in the case of an interest-free loan is the amount saved by not having to pay market interest rates and related costs, it is not possible to discern them in the database used for this analysis. It is therefore important to keep in mind that, the total amounts reported here also contain loans that are not economic development incentives in the strict definition of the term.
[ Figure 1 is that the majority of incentive recipients are clustered in very few areas with above-average median household income. A more precise analysis shows that incentive packages have indeed been heavily focused on Manhattan (Table 3 ). This partly reflects the fact that Manhattan contains two thirds of all New York City jobs, but Manhattan's share of total incentives increased to 78 percent in the most recent reporting period while its share of all city jobs declined slightly in the same period. The shares of Staten Island and the Bronx also grew, while those of Queens and especially Brooklyn declined. In absolute terms, the number of jobs to be retained and created increased significantly in all boroughs over the last seven years.
[PLACE FIGURE 1 ABOUT HERE]
[ Looking at the aggregate value of incentive packages in Table 4 yields a similar picture but with a sharper decline of Brooklyn's share and a lower share for
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Manhattan over all years. The shift towards using incentives for job creation rather than retention is particularly evident in Manhattan, where job retention figures doubled while job creation goals grew almost tenfold.
[ The main objective of local economic development incentives is to stimulate job growth in various industries and neighborhoods. Although there is no strict contractual obligation for a company to maintain a fixed number of jobs under the terms of incentive agreements, the creation of new jobs has become the main raison d'être of economic development incentives and a cornerstone of their political justification. Therefore, it is essential to monitor the success of these efforts by comparing the job targets made by firms in return for incentives with the jobs the actually report subsequently. As described in more detail in the appendix, shortcomings in the data available either from EDC or ES202 do not permit to us to examine these questions in full detail. Nevertheless, these data sources are robust enough to show some important trends.
In order to compare overall job targets, our analysis includes companies that have job retention goals but not job creation targets and compared the total sums (Table 5) . Manufacturing fails to meet its aggregate job target, along with most other industry groups, notably services and the finance, insurance and real estate (FIRE) industries. These results have to be interpreted with great caution,
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Page 21 however. Firstly, job performance was measured in 2003, a year with a relatively poor economic environment preceded by substantial job losses in the previous two years. Secondly, firms are still executing their agreements, so they still have time to overcome the mismatch.
[ A more fine-grained analysis at the two-digit SIC level ( Table 6 ) also demonstrates that almost every industry reported actual job numbers that were well below their total job targets. Again, of the industries with a substantial number of jobs promised, only communications and business services substantially exceeded their targets. Table 12 reports the difference between the mean number of jobs to be created or retained for a given year and the mean actual number of jobs reported. To account for the fact that different numbers of deals were in force in every year, this table uses an average for all companies rather than totals. Job target fulfillment was on average positive in most years except in 2002 and 2003, most likely due to the economic downturn after 2001. Nevertheless, the caveat regarding the interpretation of these findings mentioned for the one-digit SIC level in the previous paragraph also applies to the analysis of the two-digit level.
Further investigation and better datasets are necessary to explain why the analysis of job retention and creation targets yielded different results depending on the methodology used.
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[ of cases reporting data from year to year, a factor that affects the entire data set.
Nevertheless, it is evident that a sizable share of businesses tend to be not in compliance with the terms of the incentive agreement. [TABLE 7 In the absence of a full panel of accurate data from all incentive-receiving companies, we sought to use an independent data source, employment by establishment as recorded by the state's ES202 unemployment system, to track the movements of the entire industry segments in which incentive-receiving firms are located. Figure 2 shows the trends in overall employment for two-digit SIC
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industries in the zip codes in New York City containing incentive-receiving firms in those industries. Despite absolute employment declines, the incentivereceiving firms in all the industry sectors except for retail and services outperformed their respective industries. An interesting case is manufacturing, where the incentive-receiving firms followed a significantly more positive path than overall manufacturing employment (which decreased by about one third from 1989 to 2001.) [FIGURE 2] There are two different ways to interpret these trends. One is that receiving economic development incentives may have helped these firms outperform their peers. In this view, the absence of incentives may have led to even worse performance of their industry segments. Alternatively, it is clear in many cases that granting incentives did not help their entire industries to post robust job growth. Indeed, it may be that granting incentives to some firms in an industry will help them drive competitors out of the marketplace, causing industry job totals to decline.
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CONCLUSIONS AND FUTURE RESEARCH
The results presented in these tables and figures do not give us a clear answer to the question of whether economic development incentives help the New York City economy to grow. The evidence on job retention and creation is mixed and mostly ambiguous. Although many companies do not meet their agreed-upon job targets in absolute terms, the evidence suggests that companies receiving subsidies outperform their respective industries in terms of employment growth, that is, the grow more, or decline less. A notable case is manufacturing, in which incentive-receiving companies perform in a manner that is distinctly superior to that of the industry as a whole. We emphasize that this finding is difficult to interpret, since firms receiving incentives may not be representative of the industry as a whole. In other words, their above-average performance may simply reflect the fact that the EDC selects economically promising companies within manufacturing (or other industries) when granting incentives. At the same time, it is also possible that receiving incentives helps these companies to become stronger. More research is required to clarify this question.
Future research should also examine whether granting incentives helps neighborhoods as well as firms. Our mapping of where incentive-receiving companies are located reveals that they are heavily concentrated in Downtown and Midtown Manhattan and a few other locations. While some residents of lower-income neighborhoods might benefit from the help given to these firms because they commute into these areas, they might benefit more if the city granted incentives to firms located near their neighborhoods. They might also benefit more if, instead of making tax expenditures to private firms, government invested more tax revenues in rehabilitating roads, transit, and other infrastructure relevant to business operations. In recent years, EDC has supported more projects located outside Manhattan, but no one has studied the impact of these investments on neighborhood development.
On the other hand, it may be argued that since a majority of the most productive and competitive industries are located in Manhattan, it makes more sense (following the export-base theory) to support them rather than declining industries in noncompetitive locations.
More research therefore must be undertaken to not only to evaluate the effectiveness of incentive programs at the firm level, but to link the performance of these firms to employment trends by industry and by the neighborhoods in which their employees reside. A more thorough analysis would attempt to follow the links in this chain to determine whether and how the benefits of incentives given to certain companies filter out into various population groups and neighborhoods. This is indispensable for allocating scarce public funds in ways that achieve the more efficient and socially equitable results.
Most importantly, future studies should give close scrutiny to the cost-benefit analysis that informs the decision whether to grant discretionary incentives. The 
Local Economic Development Incentives
